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AUDITING STANDARDS BOARD
Approved Highlights
February 5-7, 2002 Meeting
New Orleans, LA
Meeting Attendance
James S. Gerson, Chair
Jeffery C. Bryan
Linda K. Cheatham
Craig Crawford
Richard Dieter
John A. Fogarty, Jr.
Lynford Graham
Auston G. Johnson
Michael P. Manspeaker
Susan Menelaides
Alan G. Paulus
Mark Scoles
Bruce P. Webb
Ray Whittington
Carl Williams III
AICPA Staff
Chuck Landes, Director, Audit and Attest Standards
Susan S. Jones, Senior Technical Manager, Audit and Attest Standards
Julie Anne Dilley, Technical Manager, Audit and Attest Standards
Gretchen Fischbach, Technical Manager, Audit and Attest Standards
Kim Gibson, Technical Manager, Audit and Attest Standards
Judith Sherinsky, Technical Manager, Audit and Attest Standards
Observers and Other Participants
David Landsittel, Fraud Task Force Chair
Joseph Bentz, Grant Thornton LLP
John P. Brolly, PricewaterhouseCoopers
Robert Dohrer, McGladrey & Pullen LLP
John M. Frech, Arthur Andersen LLP
George P. Fritz, Public Oversight Board Staff
Cheryl Hartfield, Practitioner's Publishing Company
Stephen Heathcote, Staff, International Auditing Practices Committee
Howard Meltzer, KPMG
David Noonan, Ernst & Young LLP
Esmeralda Rodriguez, Securities and Exchange Commission
Elizabeth Runkle, KPMG LLP
Tania Sergott, Staff, International Auditing Practices Committee

Robert C. Steiner, Deloitte & Touche, LLP
James Sylph, Technical Director, International Federation of Accountants
II. CHAIR AND STAFF REPORTS
J. Gerson and C. Landes provided updates on recent Audit Issues Task Force (AITF) meeting
and other matters.
III. AGENDA ITEMS PRESENTED AT MEETING
Risk Assessment
John Fogarty, co-chair, Joint Risk Assessments Task Force (task force), led the ASB in a
discussion about a draft of a proposed auditing standard, "Assessing Risks of Misstatement in a
Financial Statement Audit." Mr. Fogarty first distributed a list with the following "areas for
behavior change" that the proposed guidance is intended to address, and asked if there were any
with which the ASB disagreed or others that should be added:


Improve understanding of the entity's business to
– Better recognize issues / identify risks
– Better assess risk of misstatement, design and perform procedures
– Better evaluate results
– View understanding as a continuous process that may provide evidence



Perform risks assessment on all audits



Emphasize the importance of the entity's risk management processes



Encourage control testing



Improve linkage between risks of misstatement and procedures with appropriate nature,
timing and extent (linkage will be the subject of another proposed standard)
– Internal control
– Substantive tests

ASB members generally concurred that the above behavior changes would promote better audits,
but also cautioned that the task force should avoid making changes without challenging the need
for the change.
Mr. Fogarty presented the draft section by section and asked for ASB comments, particularly in
terms of whether the proposed guidance was likely to drive the intended changes. ASB members'
major comments included the following:



The draft is overlong and inadequately focused on what it is intended to change.
The guidance needs to be "positioned" in terms of other auditing literature; in particular,
it is not clear how the guidance relates to the audit risk model.

2



The draft presents a combined risk assessment that is based on the understanding of the
entity and its environment and that appears to suggest that tests of controls are not
necessary to support the "controls" aspect of the combined assessment.

The same draft that the ASB discussed will be presented and discussed at the International
Auditing Practices Committee (IAPC) meeting on March 4-8. The task force then will meet in
late April to revise the draft for all the comments received and prepare a revised document for
discussion at the June ASB and IAPC meetings.
In the interim, the task force will meet on February 22-23 to revise the initial draft of a proposed
"planning and performing procedures" standard. That objective of the standard is to improve the
linkage between the auditor's assessment of the risk of material misstatement and design of
appropriate auditing procedures to reduce audit risk. The task force expects to bring a draft of the
proposed standard to the April ASB meeting.
Fair Values
Richard Dieter, chair of the ASB Fair Values Task Force (Task Force), presented this matter to
the ASB. R. Dieter informed members that the ASB’s Invitation to Comment on the International
Auditing Practices Committee’s (IAPC) exposure draft of an International Standard on Auditing
(ISA) entitled, Auditing Fair Value Measurements and Disclosures, was posted to the AICPA’s
Web site on January 15, 2002. The document will have a sixty-day comment period that ends on
March 15, 2002. R. Dieter also discussed the draft of a proposed Statement on Auditing
Standards (SAS) on fair values that the Task Force prepared based on the proposed fair values
ISA.
ASB members recommended several changes to the draft of the proposed SAS on fair values
including the following:



Incorporate Appendix 2 into the draft SAS.
Add to the introduction of the SAS a limited discussion of the nature of fair value (e.g., its
imprecision, etc.).

The task force will present a revised proposed SAS at the ASB’s April 16–18, 2002 meeting.
That SAS will reflect the changes recommended by the ASB at the February 2002 meeting and
any changes made by the IAPC at its March 2002 meeting.
Fraud
David Landsittel, chair of the Fraud Task Force, met with the ASB to discuss the pending
exposure draft title Proposed Statement on Auditing Standards, Consideration of Fraud in a
Financial Statement Audit.
The ASB reviewed the document in its entirety. The ASB
suggested the following revisions to the document presented:
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A revision to the “Commentator Guide to Significant Issues” in the introductory material
to the exposure draft to make the questions open ended in order to solicit more
meaningful responses from commentators.



Move out of a footnote and into the body of the document, the discussion regarding the
factors that will influence the extent of the engagement team discussions and which
members of the audit team should be involved.



Revise the paragraphs dealing with revenue recognition issues to indicate that the auditor
will ordinarily determine that there is a risk of material misstatement due to fraud relating
to revenue recognition.



Add a proposed revision to AU section 230.12 as an appendix to the proposed exposure
draft. The revision should include a description of the characteristics of fraud as
discussed in the proposed standard.



Various formatting and editorial comments.

After a full discussion the ASB unanimously voted to ballot the proposed SAS for issuance as an
exposure draft. The vote was as follows:
Should we ballot for exposure the
Proposed Statement on Auditing Standards,
Consideration of Fraud in a Financial Statement
Audit?

Assent

Dissent

Qualified
Assent

15

0

0

The exposure draft will be dated as of February 28, 2002 with a comment period ending May 31,
2002.
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